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Financial Highlights 


REVENUE AND PRE-TAX INCOME BEFORE BASIC EARNINGS PER COMMON SHARE 
EXTRAORDINARY ITEMS BEFORE EXTRAORDINARY ITEMS 
Revenues Income 
($,000,000) ($,000,000) 


1.60 
1973 1974 1975 1976 1977 1978 1979 1973 1974 1975 1976 1977 1978 1979 


JT 


1979 1978 
(In Thousands) % Increase 


Revenues $ 129,319 $ 109,041 18.6 


Pre-tax income before extraordinary items 3,934 43.9 — 


Net Income 2,141 5372 


Cash flow provided from operations 3,744 29.6 


Basic earnings per common share: 


— Before extraordinary 1.01 2007 
— Net Income 1.01 38.6 
Book value per common share 8.18 dey dl 


The President’s Report 


Our 1979 fiscal year has been an excellent one for VS 
Services Ltd: 
e Revenues increased 18.6% to $129,319,000 
e Pre-tax income rose 43.9% to $5,661,000 
e After tax income is up 53.2% to $3,281,000 
e Earnings per share are $1.40 for 1979 compared 
to $1.01 for 1978, an increase of 38.6%. 


The Board of Directors voted a fourth quarter dividend of 
5¢ per share, which was paid on December 28, 1979 to 
shareholders of record on December 19, 1979. 


VS’ continuing growth pattern in the face of a flat 
economy through much of the year can be attributed to 
the success of our carefully planned sales and operating 
programmes together with our initial venture in the 
acquisition market. This latter activity resulted in our 
wholly-owned subsidiary, La Société VS Ltée, purchas- 
ing, in October, 1978, the operations of Les Services 
Alimentaires Maisonneuve (1978) Inc., a Montreal based 
manual and vending food service company with annual 
sales of $4 million. 


We are continuing our extensive search of the Canadian 
marketplace for additional acquisition opportunities 
which meet our well defined criteria. 


An important factor in our success this past year has been 
the overall improvement in the basic skills of our mana- 
gers, primarily due to increased training. Our Corporate 
Training Department, in only its second year of exis- 
tence, concentrated on upgrading the technical and 
managerial strengths of our multi-unit managers. In the 
coming year, emphasis will be shifted to the unit level 
managers to further solidify our operational manage- 
ment depth. 


At the outset of fiscal 1979, we advised our employees 
that the period of development of new internal systems 
and materials was completed and that a year devoted to 
implementation lay ahead. Paramount in our aims was 
company-wide adherence to the VS Standards which are 
now in place and have become one of the focal points of 
our regular, systematic audits of all our operations. Hav- 
ing moved from development to implementation, our 
next stage, which will be our main thrust in fiscal 1980, 
will be refinement. 


While our objective of making VS’ quality of service dis- 
tinguishable from that of our competitors has been par- 
tially achieved in some markets, we have the resources to 
make it a more obvious distinction in all areas of our 
operations. 


The outlook for 1980 is clear in most of our markets, 
except the at-work market which is most directly affected 
by the Canadian economy. In the past year, for example, 
the poor performance of the Canadian dollar was one of 
the key factors in our at-work market revenues exceeding 
our prior expectations, as a record number of Canadians 
were in the work force. 


Because of our broad base of operations, the impact on 
the total company was only minor. Similarly, any fiscal 
policies introduced by our new Federal Government in 
1980 will, most likely, have a direct bearing on our at- 
work market with only a rippling effect on the company 
as a whole. 


In fiscal 1979, as in previous years, our strong perfor- 
mance was made possible by the over 7,000 employees 
who share our commitment to service excellence as they 
represent VS Services to our clients and customers each 
day. To all our employees who have helped us to leave 
the 1970’s in a healthy overall position, the Board of 
Directors and myself offer our sincere ‘‘thank you”. 


The challenges of a new decade, although unpredictable, 
appear enormous and we look forward, with confidence, 
to the opportunities they will afford. 


Manfred Doblinger 
President and Chief Executive Officer 


Review of Operations 


HEALTH CARE MARKET 


Severe budget restraints on most provincially funded 
health care institutions contributed to our being awarded 
twenty new management contracts in hospitals and 
homes for the aged in all regions of the country. We 
anticipate e that continuing governmental pressure to con- 
trol rising health care costs will create increased demands 


for our professional management services. 


a. 
Combined with the dramatic shift in age groups of ne 
Canadian population, the health care market will achieve 

a growth rate far greater than most markets. 


VS strengthened its pre-eminent position in this market :. 
in 1979 and remains the only qualified full-service (diet- oe 
ary, housekeeping and laundry) professional in the field. a 
In addition, we are reviewing further opportunities of 
added service extensions to the health care market. 


Resident VS dietitians provide regular patient visit to ensure quality 
control 


EDUCATION MARKET 


The decline of 10% in total school enrollment reported by 
Statistics Canada 
ported by the slightly declining revenues we have ex- 
perienced in that market. Projections for the next ten 


years indicate no appreciable increase in total enroll- 
ment. 


While programmes of nutritional eating, such as Rain- 
bow“, are benefitting our youth by focusing on healthier 
eating habits, this business segment will be depressed in 
the short term._ 


However, VS will continue to maintain its position in the 
market and will search for innovations, such as the Rain- 
bow® plan, to position us for growth in that market 


toward the longer term. 


Pleasant surroundings enhance the friendly service and nourishing 
food at George Brown College 


Review of Operations 


Uniformed representatives deliver goods and services that Diplomat 
customers have come to rely on 


VS has proudly served the Dailley family for ten years at their African 
Safari in Rogton, Ontario 


ye 


AT-WORK MARKET 


VS serves the working population of Canada in three 
Vays: 

@ with full service manual cafeterias 

e with full service vending machines and 

e with office coffee service. 


In 1979, the manual and vending portions of the market, 
which are primarily concentrated in Ontario and Quebec, 
both enjoyed growth, reflecting our stability in those 
areas. 


Our office coffee service division, Diplomat Coffee Sys- 
tem, experienced another year of remarkable growth and 
now ranks as one of the largest office coffee system firms 
in the country. Through a series of acquisitions and 
adherence to quality standards, Diplomat has grown 
from its inception five years ago in Toronto to a truly 
national organization, with six divisional offices from 
Montreal to Vancouver, and over 8,000 client locations. 


LEISURE AND RECREATION MARKET 


This is the smallest of VS’ markets, but one which offers 
great growth potential as our society plans for increased 
leisure time and a shorter work week. 


Our 1979 revenues in this market increased over 1978. 


There are several governmental projects and encour- 


agements toward increasing the flow of visitors to 
Canada. 


We remain optimistic for growth prospects in this market 
in 1980, both through existing business and the attain- 
ment of new accounts. 


The VS Team 


| Thousands of Shareholders Seeking Growth of Their Investment | 
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STAFF CHANGES 


Mr. Andre Malo has been appointed to the newly created 
position of President of La Société VS Ltée, our Quebec 
subsidiary. Mr. Malo was formerly Vice President of a 
major restaurant equipment supply house and, prior to 
that, was for many years, the General Manager of 
Eaton’s/Anjou. Mr. Malo will also serve as a Vice Presi- 
dent of VS Services Ltd and will operate from the 
Montreal head office of La Société VS Ltée. 


Consolidated Balance Sheet 


OCTOBER 3, 1979 
Assets 


Current assets: 
Cash and short term investments 
Receivables 
Inventories, at lower of cost (first in — 
first out) and net realizable value 
Prepayments 


Total current assets 
Notes receivable (note 2) 
Property and equipment, at cost: 
Land 
Vending equipment 
Other equipment 
Buildings and leasehold improvements 


Less accumulated depreciation 
Total property and equipment 
Other: 
Investment in location acquisition costs 


Technical and systems know-how 
Incorporation expenses 


Total other assets 


The accompanying notes are an integral part of these statements. 


VS SERVICES LID 
(Continued under the Canada 
Business Corporations Act) 


elunjrsamecyeme September 27, 1978 


(In thousands) 


$10,897 $ 7,282 
8,437 8,472 


3,515 2,831 
583 653 


5 al 

900 

469 

$40,260 $34,838 


Liabilities and Shareholders’ Equity September 27, 1978 


(In thousands) 


Current Liabilities: 
Accounts payable and accrued charges $11,619 $ 9,344 
Income taxes payable 1,584 1,411 
Current maturities of long-term debt 523 700 


Total current liabilities ee 


11,455 


Long-term debt (note 3) 4,932 


Deferred income taxes 1,054 


Shareholders’ equity: 


Common stock — without nominal or par value (note 4) 
Retained earnings 


125858 
4,814 


Total shareholders’ equity 77397 


$54,838 


On behalf of the Board: 
Manfred Doblinger, Director 


Robert E. Boone, Director 


The accompanying notes are an integral part of these statements. 


Consolidated Statement of Income 


Revenues 


Costs and expenses: 
Cost of merchandise sold 
Operating, selling and administrative expenses 
Depreciation and amortization 
Interest (income), net (including interest on 
long-term debt of $310,000 in 1979 and 
$398,000 in 1978). 


Income before income taxes and extraordinary item 


Provision for income taxes: 
Currently payable 
Deferred to future years 


Income before extraordinary item 
Gain on sale of foreign operation (note 2) 


Net income 


Earnings per common share (note 1) 
Basic: 
Before extraordinary item 
Net income 


Fully diluted: 
Before extraordinary item 
Net income 


The accompanying notes are an integral part of these statements. 


October 3, 1979 


$129,319 


123,658 


Saget Micas eeae(semm Fifty-two weeks ended 
September 27, 1978 


(In thousands) 


$109,041 


41,729 
62,146 
LSU 


(128) 
105,107 
3,934 


1,550 
243 


2,141 


> 2,141 


$1.01 
Or 


ie. 
e/g 


Consolidated Statement of Changes 


in Financial Position 


Working capital was provided from: 
Operations — 
Income from operations before extraordinary item 
Add expenses not requiring an outlay of 
working capital in the current year: 
Depreciation and amortization 
Deferred income taxes 


Provided from operations 
Proceeds on sale of foreign operation 
Issue of shares in excess of long-term portion of 
debt converted 
Disposal of land, eee and equipment 
Other, net 


Working capital was used for: 
Additions to property and equipment 
Reduction of long-term debt 
Dividends paid 
Investment in location acquisition costs 


Increase in working capital 
Working capital, beginning of year 


Working capital, end of year 


Shigeru emsie(sem Fifty-two weeks ended 
October 3, 1979 September 27, 1978 


(In thousands) 
$3,040 $2,141 


1,700 1,360 
113 243 


3,744 


Consolidated Statement of Retained Earnings 


Retained earnings, beginning of year 
Net income 
Dividends (18¢ per common share; 11¢ in 1978) 


Retained earnings, end of year 


Siam usd eeoie(sem Fifty-two weeks ended 
October 3, 1979 September 27, 1978 


(In thousands) 


$2,798 
2,141 
(405) (125) 


$7,690 $4,814 


TE —_—_—_<_———< 


The accompanying notes are an integral part of these statements. 


Notes to Consolidated Financial Statements 


Ve cOPIVIGES IDs OGIOBERG A979 


1. SIGNIFICANT ACCOUNTING POLICIES 


CONSOLIDATION — The consolidated financial 
statements include the accounts of all subsidiaries. 


TRANSLATION OF FOREIGN CURRENCY — The 
convertible note payable in foreign currency has 
been translated into Canadian dollars at the year 
end rate. The resulting exchange loss has been de- 
ferred and is included in prepayments. 


PROPERTY AND EQUIPMENT — Depreciation 
and amortization are provided using the straight- 
line method at the following rates: vending equip- 
ment — 12.5 to 20%, other equipment — 10 to 20%, 
buildings — 2.5%, leasehold improvements — life of 
the initial term of the lease. 


INVESTMENT IN LOCATION ACQUISITION 
COSTS — The excess of cost of purchase over the 
fair value of net tangible assets of purchased 
businesses at the time ownership was acquired has 
been charged to “Location Acquisition Costs’’. Of 
the location acquisition costs of $5,215,000 arising as 
a result of purchases prior to April 1, 1974, costs of 
$4,140,000 are not being amortized because, in the 
opinion of the Company, there has been no diminu- 
tion in value. The Company has recognized the 
possible future impairment of the remaining pre- 
1974 costs of $1,075,000 which are being amortized 
over the remainder of 40 years from the dates of 
acquisition. Costs arising subsequent to April 1, 
1974 are being amortized over 40 years, although in 
the Company’s opinion there has been no diminu- 
tion in value. 


TECHNICAL AND SYSTEMS KNOW-HOW — 
This represents the cost of on-going assistance pro- 
vided by the majority shareholder, for which class B 
shares (note 4) were issued in 1967. In 1976 the 
Company began amortization of these costs over 
the remainder of 40 years from date of share 
issuance to recognize the possible limited life of the 
asset, 


INCOME TAXES — Deferred income taxes result 
primarily from the use of capital cost allowance for 
income tax purposes and straight-line depreciation 
for financial reporting purposes. 


EARNINGS PER SHARE — Earnings per share are 
calculated on the basis of the weighted average 
number of shares outstanding during the year and 
are restated in the comparative financial statements 
to reflect the restructuring of share capital (note 4). 
Fully diluted earnings per share reflect what earn- 
ings per share would have been had the balance of 


the 8% unsecured convertible-note and employee 
stock options been converted into common shares 
at the beginning of the year. 


2. NOTES RECEIVABLE 


This item includes a note for $1,502,000 on the sale 
of the Company’s German subsidiary in 1977, bear- 
ing interest at the rate of 6.5% per annum, and 
payable in three equal annual instalments on Sep- 
tember 30, 1981, 1982 and 1983. The note is person- 
ally guaranteed by Karl Dusterberg, a director of the 
company, up to an amount of 1,000,000 Deutsche 
Marks (approximately $660,000). 

Under the terms of the sale, as revised, the Com- 
pany received additional consideration of 500,000 
Deutsche Marks ($321,000). This amount, net of 
income tax, is reflected as gain on sale of foreign 
operation. 


3. LONG-TERM DEBT 1979 1978 
(In thousands) 
8% Canadian dollar unsecured convertible note $2,100 
8% U.S. dollar unsecured convertible note 
($3,000,000 U.S.) $3,489 3,532 
3,489 5,632 
Less current portion 523 700 


$2,966 $4,932 


(a) On December 28, 1978 the outstanding principal 
of the 8% Canadian dollar note was converted at 
the option of the noteholder into fully paid 
common class A shares of the Company at 
$10.00 (Canadian) per share. 


(b) The 8% U.S. dollar note is repayable commenc- 
ing on April 17, 1980, in four annual instalments 
of $450,000 each and a final payment of 
$1,200,000 on April 17, 1984. The Company is 
entitled to redeem the note, wholly or in 
amounts of not less than $500,000 subject to a 
redemption premium decreasing from 6% in 
1979 to 1% in 1984. The unpaid principal sum of 
the note is convertible, at the option of the 
noteholder wholly or in amounts of not less 
than $500,000, into fully paid common shares of 
the Company at $5.93 (U.S.) per share to April 
17, 1980 and at $7.41 (U.S.) per share thereafter 
to April 17, 1984. 506,250 shares have been re- 
served for conversion. The note agreement with 
the noteholder, the majority shareholder, ARA 
Services, Inc., contains restrictions as to finan- 
cial commitments in excess of certain limits, 
minimum consolidated working capital, crea- 
tion of indebtedness generally and disposition 
of assets. In addition, payment of cash di- 
vidends on common stock is limited to 25% of 
accumulated consolidated net income sub- 
sequent to December 31, 1973. 


4. COMMON STOCK 


On February 21, 1979 the shareholders approved 
the restructuring of the Company’s capital whereby 
holders of common class A shares received 1.35 
common shares for each common class A share and 
holders of common class B shares received common 
shares on a one-for-one basis. 


Details of transactions in share capital for the year 
are as follows: 


81,000 common shares (converted from common 
class A shares) have been reserved since 1961 for 
employee stock options and at October 3, 1979, op- 
tions on 36,571 shares were outstanding (including 
options on 21,404 shares granted to those 
employees who are directors and officers) at prices 
ranging from $2.96 to $6.88. These options become 
exercisable in cumulative equal amounts of one- 
third in the third, fourth and fifth years and expire 
five years from date of grant. During 1979, options 
on 16,945 shares were granted, 3,153 were cancelled 
and 9,646 were exercised. 


Common class A 


No. of 

shares 

Balance, Sept. 28, 1978 835,480 
Issued on conversion of 

long-term note (note 3) 210,000 

Stock options exercised 1,794 

1,047,274 


Exchanged for common 
shares (1,047,274) 
Stock options exercised 


Balance, Oct. 3, 1979 2 


5. COMMITMENTS AND CONTINGENCIES 


(a) The companies have undertaken lease obliga- 
tions extending for varying periods up to 1991 
involving minimum annual rentals of $967,754 
(1978 $927,166). 

(b) A writ was issued in 1972 against the Company 
by Canada Square Corporation Limited claim- 
ing damages for alleged breach of contract in the 
amount of $1,000,000, later increased to 
$3,000,000. A trial restricted to the question of 
whether there was an enforceable agreement 
was held during the year, with the decision 
rendered in favour of the Plaintiff. This decision 
is being appealed by the Company. The issue of 
the amount of damages was not considered. 
Provision for loss, if any, is not presently deter- 
minable because the Plaintiff has neither proven 
its damages nor made sufficient disclosure for 
the basis of its claim. In the opinion of Manage- 
ment, the amount of any damages would not 
materially affect the financial position of the 
Company. A loss, if any, would be treated as a 
prior period adjustment. 


(12,292) (1,000,000) 


Common class B Common shares 


Book No. of Book No. of Book 

Value shares Value shares Value 

000’s) (000’s) (O00’s) 
10,183 1,000,000 2,400 
aie edd ng a 
29 2a 1 000000 2,400 


(2,400) 2,413,640 14,692 
7,224 19 


6. CANADA BUSINESS CORPORATIONS 
Galt 


By Certificate of Continuance dated February 21, 
1979, the Company was continued under the 
Canada Business Corporations Act. 


Auditors’ Report 


To the Shareholders of 

VS Services Ltd: 

We have examined the consolidated balance sheet of VS 
Services Ltd as at October 3, 1979 and the consolidated 
statements of income, retained earnings and changes in 
financial position for the fifty-three weeks then ended. Our 
examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests and 
other procedures as we considered necessary in the 
circumstances. 

In our opinion, these consolidated financial statements present 
fairly the financial position of the company as at October 3, 1979 
and the results of its operations and the changes in its financial 
position for the fifty-three weeks then ended in accordance 
with generally accepted accounting principles applied on a 
basis consistent with that of the preceding fifty-two week 
period. 


CLARKSON, GORDON & CO. 
Chartered Accountants 


Toronto, Canada 
November 27, 1979 
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